OFFICE OF THE COUNTY EXECUTIVE

Isiah chgett ROCKVILLE, MARYLAND 20850

County Executive

MEMORANDUM

May 6, 2010
TO: Nancy Floreen, President, County ‘Cién&
FROM: Isiah Leggett, County Executive '

SUBJECT: Energy Tax Options

At the request of the joint MFP/T&E Committee I am providing the Council with
additional information related to options on changes to the energy tax rates. In addition I
am providing information related to the impact of scheduled changes in the Standard
Offer Service (SOS) rates on the electric bill for residential and non-residential
customers.! This analysis indicates that reductions in the SOS rates could more than
offset the increase in the electricity portion of the fuel energy tax rate for residential
customers and substantially modify the net increase in electricity bills for non residential

customers.

A residential customer in the example four bedroom, 3.5 bath home could
experience a reduction in their electric utility bill of $60 annually, due to the combined
impact of rate changes due to SOS and the higher fuel-energy tax rates. This can be seen
in the attached analysis, which shows such a home using 1,180 kWh of electricity per
month and under the current energy tax rate structure paying $148 annually in the energy
tax, an increase of $74 annually. However, because of the projected change in rates due
to SOS, their cost of electricity would decline by $134.%2 The net change in the electric
utility bill would be a reduction of $60 annually.

Under my initial proposal, an Office Building using 365,876 kWh of electricity
per month would see a $61,042 annual increase in the energy tax. However, because of
the projected change in the cost of SOS electricity their cost of electricity could decline

" All usage data for each category of rate payer used in the attached analyses was provided by PEPCO.
2 This analysis is based on changes in Pepco’s approved Schedule R SOS rates for summer 2010 versus
summer 2009. Market indicators suggest similar reductions will occur in winter 2010 rates.
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by $45,178. The net change in the electric utility bill would be an increase of $15,864
annually approximately 3% of the total electric utility bill.?

Other examples of the impact of the energy tax increase and the reduction in SOS
rates are included in the attached analyses including examples that show the net
difference in utility bills assuming changes in the relative burden of the tax rate increase.
As currently structured, 27% of the energy tax is paid by residential rate payers and 73%
is paid by non-residential rate payers. Two preferred options for changing this structure
would include having 34% of the tax paid by residential rate payers and 66% by non-
residential or with 40% of the tax paid by residential rate payers and 60% by non-
residential. Both of these options still result in net reductions in households’ electricity
bills yet significantly reduce the total electricity bill increase for commercial customers.

Whatever rate structire the Council ultimately supports I believe we must remain
focused on maintaining the projected revenues at the levels in my April 22 budget
recommendations to the County Council. Reducing overall revenues from that level
could severely impact the estimated increased energy tax revenues required in FY10
($21.4 million) to maintain fiscal balance in the current year and begin the 1mportant
process of rebuilding our reserves. It would also impact our ability to preserve service
levels in FY11 and FY12. Current assumptions in the balanced fiscal plan would limit
expenditure growth to 1% in FY12. A further erosion in projected revenues would
require even further reductions in planned expenditures in that budget.

The charts also indicate the projected savings that would result from relatively
modest reductions in usage — an additional goal of the energy tax. Such reductions in
usage would serve to offset the tax even further for both residents and businesses. The
attached analysis provides an estimate by each category of rate payer of a 2% reduction
in electricity usage. I have also attached a matrix prepared by the Department of
Environmental Protection that shows the existing programs supporting energy efficiency
and renewable energy incentives for both residential and non residential utility customers.

Attachments

copies:

Timothy L. Firestine, Chief Administrative Officer

Robert Hoyt, Director, Department of Environmental Protection
Jennifer E. Barrett, Director, Department of Finance

Joseph F. Beach, Director, Office of Management and Budget
Kathleen Boucher, Assistant Chief Administrative Officer

3 This analysis is based on changes in Pepco’s approved Schedule GS SOS rates for summer 2010 versus
summer 2009. Other time of use based rates may apply to commercial customers.



Assumptions

Energy Tax

The energy tax is levied on all suppliers of electricity, natural gas, fuel oil, and other building
fuels in the county. The Maryland Public Service Commission (PSC) authorizes that the tax be
passed through the utility bill to the consumer. The tax is broken into two categories:

Residential Non-Residential
» Single family homes »  Commercial
» Individually Metered Government (Fed, State, Local)

Apartments/Condos =  Non-Profit
s Agriculture » Master Metered Multi-family

The PSC also authorizes the utilities to include a small administrative fee for collecting the tax.
For example, the fee charged residential accounts in 2010 equaled approximately 1.8% of the
residential energy tax rate.

Analysis of Standard Offer Service Rate Changes

Standard Offer Service (SOS) is the rate that utility service subscribers default to if they have not
selected a competitive energy supplier. The rates for SOS, which includes generation charges,
are established based on twice a year auctions in the wholesale energy market for energy supply.
The energy tax with a sunset in 2012 will go through three cycles of updated SOS rates.

Residential:

This analysis compares the Pepco residential rate (Schedule R) for summer 2009 with summer
2010 (June 1 to September 30). It is assumed that reductions between winter 2009 and winter
2010 will be comparable. The analysis addresses only SOS and not the pricing from competitive
energy suppliers. However, opportunities for rate reductions from these suppliers are anticipated
to be similar.

Commercial:

Pepco has 14 different commercial rate categories. This analysis uses the General Service
(Schedule GS) rate as a proxy for all commercial rates. However, the GS rate is the only option
that is fixed per kilowatt-hour, as opposed to being variable based time of use. It is assumed that
buildings on other rate schedules will have comparable opportunities to achieve similar savings
as both are set on wholesale market factors.

Monthly Eleciricity Usage:

This analysis uses sample monthly electricity usage provided by Pepco for March from a variety
of accounts. These figures are multiplied by 12 to estimate annual consumption. Actual annual
consumption will vary due to fluctuations in electricity use through the year.



Reductions in Electricity Use

This analysis shows the estimated savings associated with a reduction in electricity use of 2%.
Entities may also use heating fuels such as natural gas or oil that are also taxed. Energy
efficiency measures could also reduce the consequences of increased tax rates on these fuels, and
well as increase in fuel costs.

The attached table provides information on energy efficiency and renewable energy incentives
and credits that are available to residential and non-residential entities in Maryland from a
variety of sources.
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